
.-\CI ,.... ithout appropriate safeguards and conditions to protect against Goss-subsi':izarior- 2.;'(1

preferential treatment would allow Ameritech to capture Ameritech \ficrjgan's local exchange

customers in areas where potential competitive alternatives exist, before such potential competilOrs

are able to get a foothold in the market. TCG Detroit Vvitness Teske explains:

Considerable harm to the public interest could result from the
establishment of duplicate affiliates to resell local exchange serv'ice in
\fichigan. In the short-run., while ACI relies entirely on reselling
.A.mentech \fichigan services, ACT could receive more favorable rates
for resold services than those available to competitors, ACI would be
able to capture ail of.-\meritech \1ichizan's local excnanfle customers
in areas where a potential competitive alter:lative exists, bv
undercuning not onlv Amentech \1ichiganJACI' s competitors, but tv
IJncerclJttir.g ,~rneritech \[jchiflan's tariffed local exchange rates,
ThlJs, ACI would be able to prevent the emergence of competition,
and \iichigan consumers would be prevented from gaining the- - -
ad··;antages of a marketplace w1th viable, non-affiliated competitors.

(5 Tr 915-916). (Emphasis added)

Indeed, the use by a monopoly such as A;neritech ~1ichigan of its affiliate ACI would 'De a ratior.al

monoooiv decision so as to maintain existing market share. A2ain, Dr. Teske exolains:
.. c' _......

A rational strategy on the Fart of a monopolist such as .-\meritech
\Echigan would be to oreserv'e its market share and stvmie the
eme;-Qence of comcetition bv creatin!! is O\Vn "competitive"
aite;:;::t;ve. a.'1d cleanly di\iding \tichigan ratepayers into customer of
two separate entities; those for whom a potential competitive
alternative exists, and those for whom a potential competitive
alternative does not exist. \tichigan ratepayers in the competitive
areas could receive lowe;- local excnange service rates than the tarifcd
rates they formerly received under the Ameritech \ fichigan tantI
while ratepayers in monopoly areas would still be subject to
"geographic deaveragir.g" and would receive new, higher rates than
the local exchange serv1ce rates formerly received under the
.-\meritech \.1ichigan tarii:

(5 Tr 916). (Emphasis added).
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Relying upon testimony from AC1 witness Teece, the .-\L] asserts that ACI wouid have :,0

incentive to undertake any anti-competitive conduct, such as cost-subsidization or enGLe

discrimination (pill, pp 19-20) ....\jthough, the AL] recognizes the fact that local rates are large!;:

deregulated under the \1T.-\ and that Ameritech i\iichigan may raise rates, he nevertheless believes

that Ameritech \llchigan's ability to raise its rates is unaffected by whether or not ACI is allov,;ed ,0

enter the market. Frankly, the AiJ misses the point. The inclination of Ameritech ;'viichiga!1 to raise

its rates in competitive markets WOUld be greater if doing so will help to subsidize its affilia,e which

has entered the more competitive market for local exchange. It's not a question of Ameritech' 5

ability to raise rates in these markets. its the increased likelihood it would do so if its affiliate ACI

were also in the market.

Indeed, there is ample e'Yidence to show that .A...meritech is already taking steps to pot:::nt:ally

exploit the segregation of the "competitive" and monopoly local exchange ser..·ice markets i;1

\fichigan. Dr Teske testified:

Q Is there any evidence that Ameritech ~fichigan intends to
restructure its local exchange service rate structure with the
result that rates may be higher in areas where potentia:
competition does not exis(1

A. Yes. Arneritech i\-iichigan has filed an application to
restructure its basic local exchange rates and services in
\fichigan [referring to the A~plication of A.meritech ~iichigan

in Case ?'io. U-II039 to restructure its basic Jocai exchange
rates and ser..icesV The application proposes to condense the
current seven rate groups into three access areas on the basis
of the number of access lines per square miie in exchanges.
The resulting proposed restructure of rate groups result in

30n \fay 10, 1996, in its Opinion and Order in Case No. V-II 039, the Commission approved
A..meritech .i\1ichigan's application to restructure its basic local exchange rates and Sei';lCeS 1i1

\iichigan. Therefore, this concern is no longer h;;pothet!cai.

15



Access Areas A and B, where a potential competltlve
alternative exists, and Access Area C, \,,'nere 3. potential
competitive alternative does not exist. The application
proposes that Access Area C will have the highest rates, and
Access Area A ",'iil have the lowest rates. Furthermore, ACI
has reflected the Access ..iueas and rate restructure proposed
by .-\.;l1eritech \1.ichigan in Case ~o. C-l 1039 in the illustrative
tariff attached to its application as Exhibit C ~

(5 Tr 916-917) :\rneritech's steps to restructure its rate groups in conjunction "\lith :'\J71eritech's

creation of a duplicate affiliate to reseU imraLATA and basic local exchange service would effective:y

allow Ameritech to engage in a form of price discrimination, enabling ...\rneritech ?vfichigan to ;:;-055-

subsidize its affiliate ACI's er,tr:,,: and emergence in the market for local exchange service. Dr. Tes~e

testified on how this would manifest itself and how the public interest would be harmed

Q Assuming that .o\meritech :'fichigan and ACI both adopt the
Access Area and rate restructure proposed in Case )i0 L'
11039, how would the public interest be harmed?

A. The ;:;rimary concern results from the simultar:eous creation of
a dupiica:e affiliate to resell intraLATA and basic local
exchange service, a proposed Access Area rate structure that
divides the state into areas on the basis of \vnethe:- a potential
ccmpe:iror exists, and the absence of information about the
rates, terrns, and conditions of the basic local exchange resale
arrangements between A.rneritech \lichigan and ACI

ACI "liould be abie to obtain more favorable resale
arrangements form l~meritech \llchigan for basic local
exchange service than any ot~er new entrant. Even assuming
that :\ineritech '\lichigan has a resale tariff on tile, unless
specifically prohibited, it has every incentive to prov1de more
favorable rates, terms. and conditions to its affiliate through
L"1di'"idllal Customer Basis (ICB) contracts. The result would
be a dual fate structure w1th unreasonably higher rates than
customers in Access .-\.rea A. In addition to the absence of a
competitive alternative, as "'lelJ as the benefits that resuit from

JThe illustrative tariff was admitted into evidence in this case as Exhi':Jit A-27.
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1-- .

compe~ition, rural :\1.ichigan ratepayers \vould be burdened
\\11th higher monopoly rates than rates in other areas to ftnance
Ameritech :\1.ichigan' s anticompetitive capture of urban bastc
local exchange markets.

(5 Tr 917-918). (Emphasis added)

The possibility of cross-subsidi.z.1tion benveen ...\meritech ?vfichigan and its affiliate ACT weule

not be limited to situations where ACI is mere a local service resel1er. If ACI becomes a provicer

offacilities-basW local exchange ser-/icc there are still concerns of cross-subsidization wr-tich "liould

hann customers and which would a110\v ACT to gain an unfair competitive advantage in tJe marke~s

for local exchange and interLATA service. First, revenues from the provision of basic local exchange

service by .j,...r7ier:tech :\l.lchigan may be used to cross-subsidize ACI's facilities-based local excnange

service, \1;1~h t:te result that ACT's basic local exchange service could be priced below its total ser/!ce

long-run incremental cost (TSLRlC) (5 Tr 918). Dr. Teske testifies on the substantial incentive for

.-\mentech to ur;dertake this type of cross-subsidization to enable AC1 to reduce service prices beiow

its TSLRlC.

If ACT is able to undercut :-\meritech :\1ichigan' s basic local exchange
serv·ice prices in those areas by pricing below total service long-run
incremental cost, then .--\mentech :'vfichigan will lose its local exchange
customers in those areas, not to the competitor, but to its ovm
cffiiiate. Though Ameritech would lose money tn the short-run, they
could make this up by charging higher rates in other areas, and by the
potential for packaging local exchange serv'ice with other serv'ice.
This tvpe of anticom;Je~itivebenavior is classic oredatorv pricinQ for
the ournose of undercuttinQ DOtential comoetitors and drivinQ t:-:em
cut ofousiness. The result would be that .A.meritech would retain its
basic local exchange serv·ice monopoly in areas of the state even
where potential competitive alternatives exist.

(5 Tr 919). (Emphasis added). ACT's incorporation into its iilustrative tariffs of .-\rneritech

:\iichigan's rate restil.lcturing approved in Case No. U-II039 allows .-\meritech to er.Q3.£:e in this
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strategic dderential pricing. Without adequate safeguards against such abuse, .';.Inerirec;'; \\oL:ld be

able to unreasonably discriminate benveen ratepayers in the same rate classes and would :lll0 '",'

.:...rneritech to preserve its dominant share in the market for basic local exchange.

Second, mthout adequate safeguards Ameritech Nfichigan would be able to sell or lransfer

to its affiliate ACI capital assets financed by regulated service revenues at more favorable amounts

than these assets' replacement value Ameritech has an incentive to make such int~r-affiliate transfers

since Ameritech could profit in the long-run by reducing the price of its basic local exchange service

below TSLRIC in its areas "vhere potentiai competition might exist. Again, trjs \vould help

Ameritech retain its monopolY rr.arket share. (5 Tr 920-921)

Finally, ACT's status as a duplicate f:lcilities-based local exchange semce provider to

Ameritech ~1.ich.igan may in the long-run allow ACI to establish more favorable access cha~ges for

its long-dis:ance customers than .-\meri~ech Michigan's access rates. Indeed, AJ"neritech's i:nenticn

to establish ACT as a separate affiliate which would provide both local and long-distar.ce r.e~ps to

facilitate :[:is potential cross-subsidization Dr. Teske explains the reasons for this strategy'

First, assuming that ACI becomes a facilities-based provider of basic
local exchange service, Arneritech will avoid all requirements to
impute access charges charged to the affiliate for local exchange
access to its own serv·ices. because ACI '.vould be providing local
exchange access to itself ror completion of long-distance traffic.

Second, ACI would have the ability to selectively offer its bundled
local and long-distance ser.ice in areas where a competitive choice for
basic local exchange service exists. The exisrence of a duplicate
affiliate to provide local exchange service "",iil allow :\C1 to offer more
favorable access charges, perhaps on an 1C3 basis, to only those
customers who have a competitive alternative. and who purchase
long-distance service from :\C1. .-\11 other long-distance customers in
:\fichig:m "",ill be customers of imerexchange lIXCs) other than ACI,

13



and must pay :\meri:ech ~iichigan's less favorable access rates passed
through to them by IXCs

(5 Ir 921-922)

A.rneritech ?'vtichigan \vould be able to offer higher explicit access rates to its affiliat~' s

'Competitors than ACI would implicitly offer :0 its own long-distance customers through tr-;clf

interLAIA rates. In addition, the creation of duplicate affiliate pro .....iders of local exchange scr';i:e

would result ~"1lviichigan custome:-s paying different and unreasonably discriminatory access rates in

their interLAIA rates. (5 If 922) T:;is would be very hannful to consumers and wiil sig!",j~caril::;

retard the gro\\nh of greater compe~ition in the local and long-distance service rr.arke:s. F~s:s

clearly contrary to the public mterest, aI1d the .ill erred by not adequately considering these conce8S

\vhen he made his findings.

CO~CLUSIO~ AND REQUEST FOR RELIEF

The e.....idence in this proceedmg strongly demonstrates the inherent concerns arising fr,:;r;-; :;.e

establishment by a monopoly of a duplicate aSEate provider of local exchange serv·ices. s;..;c~.::.

proposition is fraug..'r)t with :l-.e danger of ,:ross-s-:osidization be~'kee:1 affiiiates, preferential tre.1:;r:e:-,t

by the monopoly provider m favor of its affiliate and the opporturjty for discriminatory ;;ricing. T:-,e

problem Vvith AC1's application in this proceeding is that it amplifies rather than attempts to ~es':;;';e

these concerns. The ALJ discounted or ignored such concerns. Contrary to the .-\lJ's :;;;ci::gs :r.

his PFD, the record shows t~at ACI has not provided this Commission with enough irior:T.2.Iior: :::-

ensure against the pote:1tial for affiliate abuse benveen AC1, .-\rneritech :\1ichigan and rhelr a~;i2.:es

.-\lthough TCG has usually riot advocated for the rejection of licenses for telecommunication se:-,;;::es

in various other proceedings ACr s presentation in this case is so troublir.g that TCG be!:e·:es .::.::
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approval by the Commission in this case would clearly be centrary to the public interest H-.;:;ce, TeG

recommends that the Commission reject the findings and recommendations made bv the .ALl and
~ ,.'

issue an order denying ACT's application for a license to provide basic local exchange serv'ice in the

service territories of .·\meritech \1ichig:m

Respectfully submitted,

TCG Detroit, Inc.

By Its Attorneys

CL/fIlLL-PY CL
/~Cc~~/c;
Roderick S Coy Ctu-19D)
Stewart A~~(p47149)
200 N. C--apitol Ave., Ste. 600
Lansing, ivfI 48933
C517) 484-4481

Dated: July 29, 1996

Douglas W. Trabaris
233 S. Wacker Dr., Ste. 1100
Chicago, IL 60606
(312) 705-9829
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STATE OF ~fICHJG.~~

BEFORE THE \ QCHIGA.."\i Pl13UC SER'vlCE CO~0.fISSION

Ap;::;icatio:l of .-\meritech Comrr,unications,
Inc for a License to Provide Basic Loc::.1
Exchange Service in Ameritech ~f.jchig2.n

and GTE ~o:-:h, Inc. Exchanges in ~f.jchigan.

)
)
)
)

----------------)

PROOF OF SER\1CE

STATE OF ~QCHJGA.."l")

) S5
COlJ"};TY OF f.';GH.-\.\1 )

\ fP SC Case No L -1 1053

I, C:.thy Da'"" \far:in, ce:::g C:.:;:: 5\,'0:-:1, ce;;ose arid say that on July 29, 1996, I se:-;ed a

copy ofTCG Detroit, Inc' 5 Exceptions to the P:-oposal for Decisic,r. :.:;:cr.:

See attad:ed service lis~.

Except as ot:-.ei\vise noted or, the attached iist, ser.ice was accomp1ished by :acsir.1i'e.

Subscnoed and S"\Cin to before rr:e
t:us 29th day orJuiy, 1996.

/

Karen Lamb, Notary ?ublic
Clinton County Acing in
Ingham County, :'\f.i..:higan
\1y Commission Expires: \ ray ..:., 1997



Honorable Frank StrOG';C~

Adrninistrati\'e Law Judge
~,1ichipn Public Se",ice Cor.~;.;ss;on

6545 \krca.'1Uie '",'ay
? 0 Box 3022 I
~:-.r.s:ng, ~,L JSS09
(517) 334-6374
Fax 33j·639~

\1r OrJiakor Isiog'J
A.ssistJ.n' Art0mey Ge;,;e~a:

Spec:a: :"'itigJtion Division
630 L.1's 3~:!c~-.g

? 0 Box 30:::
L:ll'.slr.? \fl .18S09
l: 51'j) j";" 3- i 123
:ax 373-9860

\1r. D~l\ld \'u~es
Assistant Artor.:ey Ge::er~:

?~.lclic 5c;\~ce Div:5ic!1
65J5 \~t::-:.1.::ti~e ~1v"3::J S~e. : 5
L3.l".str'.g. \G ..:891 ;
(51 i) 33j·7650
Fa'\ 33.1·7655

Mr. Darjel J. Der:liow
\1r Ric::arc 1. A..l:'.:'n
hcnigman, }'[ji1er, Sc;-,wa.-.: &:. COfL'1

::: ~. Washingcor. Sc:..:a:e. 5,e .iCO
:"'a.r;si..'1g. \G .:8933
(5i7) 3-'7·:]';":(1

:1.'\ 48.1·8:86
Artomeys fur :~.rne:itech Cor.~-;:t.:..'Ucaticns, :.nc.

~~5. ,..\'..--:1:; :::':\v=:.r~ c::::~

:~~.:T:c~~:c~h ~.,~c;'ig:l.:'

~J~ \EC:11g:l..": .';'·,;e .. ~7~ : -~':
De:roit. \[[ ..:8:::5
(313) 2::3·5':..10
r3x -t96-93:6

\1r. G~rge Hogg, Jr.
?:sher, Franklin, :l.1rc
3500 Guardian BuliCi.-!g
Detroit, :-.fl .18::6
(3 ! J) 96::·5:;; a
?JX 96:-'~559

Atlor.:ey lor AT j;T COi:'..7.t.:..-..lC:lt:ons
() I:"ii.:hlp:1, xc

SER\lCE LIST
Case:"io, U-l1053

\1.:- \":;~;.:..-n:-: Ke3tUlg
GTE North, lncOrpOf:lted
100 Executive Drive
~l.uion, OH -13302
(614) 3S3·02-10
:3~: 382·9089

~1r. Albert E:nst
Dykema Gossen
sea \1ichigan ~ationai Towe:
L:!..-LSu'1~, :,~ -IS93:J
(51i) 3'74 ..9155
Fax 374-9191
:,,-aomey for ~.lCI Te;e.:orrunurjc:lt;c:r.s
Corporation and \lCIr::eu-o Ac~ess

Trmsmission Ser-,ices, bc.

Mr. Jerome L. h'1e
221 W. La.'.:e Lansing Rd., Ste. 1(I 1
C3st Lansi:1g, \!1 -I8S::J
(517) 332-:J290
Fax:J 51· i 6:3 S
Artorr.ey for Spr_,t
Commurlica,ior.s Company, !.?

\1r. Richard P. Kowalewski
S:.10 "l,'arj Par~"\\'ay 52
Ka..'1S35 Ci'Y. :-'fO 6~; l-l
(913) 624··.,828
Fa\: 6:4-5681
A::or.:ey for Sp:-:.n,
C0rr,rn"""ic.l.tlcr.s COr.1;C2.:'.:·, :'.?

\1r. Stepr.en J Moore
Rowland &:. \loore
55 E~s~ >.. fon.r;;-e St., 5~itc 3::0
ChicJ~o :L 6C'6(:J
(:; 1:. S03- i ceo
Fax 31 :·803·:)953
Attorneys for Ccrnc:ls: C017~-raticn

:-'ir. Lal1'':' Saiustioi\ls Cher::; :"'::ba:;sK:
A: & T COmmUl1ic3tior~

::7 '';'''e5: \lonroe. i:3:..~ Floor
C1ic:lgo. IT.. 606C6
i) 12) 230·2665
Fax:30·S:~0

:-'15. Joan Carn~lor,,~1r Brian A. R:lrL-.
MCl Te!ecornmunic:llions
205~. :-'fidupn Ave., Ste. 3700
ChiC3g0, II. 60601
(3 [2) 933-4943
F:lx 616·5995


